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j Weak Topline Drives Earnings Miss 


SAFCO announced weaker than expected 2Q19 revenues at SAR 814 min (-14% Y/Y), 
leading to an earnings miss. EPS of SAR 0.91 (-7% Y/Y) fell shy of our SAR 0.98 forecast. 
We believe key catalyst will be above expectation foreign ownership (meaning beyond index 
weight) considering SAFCO is one of the largest urea producers in the world, commanding 
56% EBITDA margin. Conversely, acquisition of agri-nutrients portfolio will trim dividend 
payout capacity, particularly if feedstock prices rise ahead of expectations. Maintain Hold 
and SAR 75 target price, representing 15.6x 2020E EV/EBITDA. 

Revenues declined on low volumes 

Revenues of SAR 814 min (-14% Y/Y and +13% Q/Q) missed our SAR 872 min forecast, 
despite +7% sequential improvement in average urea price. As expected in our 2Q19 
Preview note of 11 July, efficiency enhancement at SAFCO 3 led to volume loss. The 
program should have completed during the quarter, and is expected to yield 10Okt capacity 
gain which could positively impact back half of the year. 

Margins slightly tighter than expected 

Gross and operating margins tightened versus year ago period. Flowever, as volume 
recovers in the coming quarter, we believe margin improvement is on horizon. Key risk to 
margin improvement will be potential increase in feedstock price in 2020/21. We assume low 
probability of an increase this yearend. 

Net income misses 

Net income of SAR 380 min (-7% Y/Y and +17% Q/Q) fell short of our SAR 407 min forecast 
and consensus SAR 395 min. Looking ahead, we believe earnings driver will be contribution 
from acquiring SABIC’s agri-nutrients portfolio, higher volumes and stable urea prices. Note 
that NYMEX natural gas has declined some -14% YTD to $2.29/mmBTU, contributing to 
weaker ammonia prices which may drive urea prices lower with a lag effect. 

Foreign ownership continues to rise 

Foreign ownership continued to rise through last week and may see further gains with 
upcoming second tranche of MSCI EM index implementation in August. We note that 
SAFCO is one of the largest urea producers in the world and could potentially attract higher 
flows than warranted by index weight. However, we remain cautious on urea outlook and 
higher feedstock prices. Additionally, acquisition of the agri-nutrients portolio (potentially 
valued at SAR 18 bln) may require debt financing and trim dividend payout appetite. 


SAFCO (SAR min) 

2Q19 

2Q19E 

2Q18 

Y/Y Chg 

1Q19 

Q/Q Chg 

Variance Cons 

Revenues 

814 

872 

950 

-14% 

719 

13% 

-7% 868 

Gross profit 

420 

462 

499 

-16% 

378 

11% 

-9%o 

Gross margin 

52% 

53% 

53% 


53% 



Operating profit 

325 

366 

395 

-18% 

296 

10% 

-11% 

Operating margin 

40% 

42% 

42% 


41% 



Net income 

380 

407 

410 

-7% 

325 

17% 

-6% 395 

Net margin 

47% 

47% 

43% 


45% 


46% 

EPS (SAR) 

0.91 

0.98 

0.99 

-7% 

0.78 

17% 

-6% 0.95 
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SAR 75 Hold 

12-Month Target price Recommendation 


Stock Details 

Last Close Price 

SAR 

90.40 

Upside to target 

% 

(17.0) 

Market Capitalization 

SAR min 

37,667 

Shares Outstanding 

min 

417 

52-Week High - Low 

SAR 

92.40-62.70 

Price Change (YTD) 

% 

17.3 

3-Mth ADTV 

thd 

612 

EBITDA 2019E 

SAR min 

1,986 

Reuters / Bloomberg 

2020.SE 

SAFCO AB 


1 SAR min 

2018 

2019E 

2020E 

Revenues 

3,860 

3,526 

3,472 

Gross Margin 

55% 

53% 

52% 

EBIT 

1,692 

1,455 

1,402 

Operating Margin 

44% 

41% 

40% 

Net Income 

1,738 

1,535 

1,497 

Net Margin 

45% 

44% 

43% 

EPS (SAR) 

4.17 

3.68 

3.59 

DPS (SAR) 

2.50 

3.00 

3.50 


1 Price Multiples 


2018 

2019E 

2020E 

P/E 

21.7x 

24.5x 

25.2x 

EV/EBITDA 

16.5x 

18.4x 

18.9x 

P/S 

9.8x 

10.7x 

10.8x 

P/B 

4.8x 

4.3x 

4.2x 


1-Year Share Performance (rebased) 
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Research and Advisory Department 


Rating Framework 


BUY 

Shares of company under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of company under coverage in this report are expected to perform inline with the sector or the broader market. 

SELL 

Shares of company under coverage in this report are expected to underperform relative to the sector or the broader market. 
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Disclaimer 


This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm licensed by the Capital Market Authority (CMA) 
to provide investment banking, asset management, securities brokerage, research, and custody services. SFC, and its affiliate, might 
conduct business relationships with the company that is subject of this report and/ or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient, in particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any investment 
is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, can go down 
as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on investments in 
securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part of this report may 
be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in any jurisdiction 
outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report should make 
themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing 
limitations. 
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